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which could have been contributed 
under the applicable limitations of sec-
tion 415(c) and § 1.415–6(a), as modified 
by the alternative limitation elected. 

(ii) This subdivision provides a rule 
for computing the defined contribution 
plan fraction with respect to an indi-
vidual on whose behalf a section 403(b) 
annuity has been purchased prior to 
commencing employment with an em-
ployer which the individual controls 
(within the meaning of section 414 (b) 
or (c), as modified by section 415(h)) 
and which maintains a defined benefit 
plan. In this situation, the controlled 
employer is considered to be maintain-
ing the section 403(b) annuity contract 
as a defined contribution plan under 
the rules of paragraph (h)(2)(i) of this 
section. However, for all years prior to 
commencing employment with the con-
trolled employer, the individual does 
not have any years of service (within 
the meaning of subparagraph (1)(ii) of 
this paragraph) with that employer. 
Thus, for each limitation year in which 
such individual did not have a year of 
service with the controlled employer, 
the denominator of the defined con-
tribution plan fraction applicable to 
the individual is deemed to equal the 
numerator of that fraction. 

(iii) The rules described in this para-
graph also apply to an individual on 
whose behalf an individual retirement 
plan (as described in section 7701(a)(37)) 
has been maintained. 

(iv) See paragraph (h)(4) of this sec-
tion for special rules relating to the ag-
gregation of a section 403(b) annuity 
contract and a qualified plan. 

(d) Special transitional rules for defined 
contribution plan fraction. For purposes 
of determining the defined contribu-
tion plan fraction under paragraph (c) 
of this section for any limitation year 
beginning after December 31, 1975, the 
following rules shall apply with respect 
to limitation years before the first lim-
itation year to which section 415 and 
this section apply. 

(1) The aggregate amount taken into 
account under paragraph (c)(1)(i) of 
this section in determining the numer-
ator of the defined contribution plan 
fraction is deemed not to exceed the 
aggregate amount taken into account 
under paragraph (c)(1)(ii) of this sec-
tion in determining the denominator of 

the fraction. Thus, for example, if the 
aggregate amount of actual annual ad-
ditions to the plan for all such limita-
tion years is $500,000, while the aggre-
gate amount in the denominator is 
$250,000, under the rule set forth in this 
subparagraph, the defined contribution 
plan fraction is $250,000 divided by 
$250,000, or 100 percent. 

(2) The amount taken into account 
under section 415(c)(2)(B)(i) for each 
such limitation year is an amount 
equal to— 

(i) The amount by which the aggre-
gate amount of employee contributions 
(whether voluntary or mandatory) for 
all limitation years beginning before 
January 1, 1976, during which the em-
ployee was a participant in the plan ex-
ceeds 10 percent of the employee’s ag-
gregate compensation from the em-
ployer for all such limitation years, di-
vided by 

(ii) The number of full limitation 
years (counting any part of a limita-
tion year as a full limitation year) be-
ginning before January 1, 1976, during 
which the employee was a participant 
in the plan. Therefore, for purposes of 
computing the numerator of a partici-
pant’s defined contribution plan frac-
tion for limitation years beginning 
after December 31, 1975, no employee 
contributions made to the plan before 
the first limitation year to which sec-
tion 415 and this section apply are 
taken into account as annual additions 
if the aggregate amount of the con-
tributions does not exceed 10 percent of 
the employee’s aggregate compensa-
tion from the employer for all limita-
tion years prior to the first such limi-
tation year. 

(3) The special transitional rule con-
cerning employee contributions pro-
vided for in paragraph (d)(2) of this sec-
tion does not apply to any employee 
contributions (whether voluntary or 
mandatory) made on or after October 2, 
1973, to the extent that these contribu-
tions exceed the maximum amount of 
employee contributions permitted 
under the plan as in effect on October 
2, 1973. For purposes of the preceding 
sentence, plan amendments approved 
by the Internal Revenue Service before 
October 2, 1973, and actually put into 
effect before January 1, 1974, are con-
sidered in effect on October 2, 1973. 
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Therefore, for purposes of computing 
the numerator of the defined contribu-
tion plan fraction for limitation years 
beginning after December 31, 1975, em-
ployee contributions made between Oc-
tober 2, 1973 and prior to the first limi-
tation year to which section 415 and 
this section apply which exceed the 
maximum amount the employee was 
permitted to contribute under the pro-
visions of the plan as in effect on Octo-
ber 2, 1973, are taken into account as 
annual additions (within the meaning 
of § 1.415–6(b)(1)(ii)). 

(4) For purposes of this paragraph, 
the participant’s aggregate compensa-
tion for all years (whichever are appli-
cable under either paragraph (d)(1) or 
(2) of this section) with the employer 
before the first limitation year to 
which section 415 applies equals the 
product of the participant’s compensa-
tion during the first limitation year to 
which section 415 applies times the 
number of such applicable years. How-
ever, this special rule is available only 
if records necessary for the determina-
tion of the participant’s aggregate 
compensation for all such applicable 
years with the employer before the 
first limitation year to which section 
415 applies are not available. 

(e) Examples. The provisions of para-
graphs (a) through (d) of this section 
may be illustrated by the following ex-
amples:

Example (1). (i) S is an employee of T Cor-
poration and is a participant in both the 
noncontributory defined benefit plan and 
noncontributory defined contribution plan 
maintained by the corporation. S became an 
employee of T on July 1, 1966. S became a 
participant in the defined benefit plan main-

tained by T on January 1, 1968 and he became 
a participant in the defined contribution 
plan maintained by T on January 1, 1970. T 
uses the calendar year as the limitation year 
for both plans. The current limitation year 
is 1978. S’s compensation (as defined in 
§ 1.415–2(d)) from T is as follows:

Limitation year Compensation 

1966 ............................................................... $3,000
1967 ............................................................... 6,000
1968 ............................................................... 6,000
1969 ............................................................... 8,000
1970 ............................................................... 8,000
1971 ............................................................... 8,000
1972 ............................................................... 9,000
1973 ............................................................... 10,000
1974 ............................................................... 10,000
1975 ............................................................... 11,000
1976 ............................................................... 11,000
1977 ............................................................... 12,000
1978 ............................................................... 12,000

(ii) S’s projected annual benefit (as defined 
in paragraph (b)(3) of this section) as of the 
close of the current limitation year under 
the terms of the plan is $9,000. S’s compensa-
tion for the current limitation year is 
$12,000. Therefore, the defined benefit plan 
fraction applicable to S for the current limi-
tation year is .75 or 75 percent (9,000 ÷ 12,000). 
S’s defined contribution compensation limi-
tation (as described in section 415(c)(1)(B)) 
for the current limitation year is $3,000 (25 
percent of $12,000). For all limitation years 
beginning before January 1, 1978, the max-
imum aggregate amount of annual additions 
which could have been allocated to S’s ac-
count under the defined contribution plan is 
$25,500 (aggregate compensation of $102,000 
for all years of service with T Corporation × 
25 percent). Assume that annual additions 
totaling $11,400 have been allocated to S’s ac-
count as of the end of the current limitation 
year. Therefore, S’s defined contribution 
plan fraction as of the end of the current 
limitation year equals

$11,

$25, $3,

$11,

$28,

400

500 000

400

500+
= = 40 or 40 percent

Because the sum (115 percent) of the defined 
benefit plan fraction (75 percent) and the de-
fined contribution plan fraction (40 percent) 
applicable to S for the current limitation 
year does not exceed 140 percent, the limita-
tions of section 415(e) and this section are 
not exceeded.

Example (2). Assume the same facts as in 
example (1) except that the defined contribu-
tion plan maintained by T Corporation pro-

vides for mandatory employee contributions 
of 6% of compensation and voluntary em-
ployee contributions of 10% of compensation. 
Assume further that S made the maximum 
allowable employee contributions under the 
plan for each limitation year (including the 
current limitation year) during which he was 
a participant. For limitation years beginning 
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before January 1, 1976, S made total em-
ployee contributions of $8,960. However, be-
cause of the special transitional rule applica-
ble to the defined contribution plan fraction 
with respect to employee contributions for 
limitation years beginning before January 1, 
1976 (as described in paragraph (d)(2) of this 
section), only $560 of the total employee con-
tributions of $8,960 made by S will be consid-
ered an annual addition for each of those 
limitation years in which S was a partici-
pant in the plan total employee contribu-
tions for limitation years in which S partici-
pated in the plan beginning before January 1, 
1976 of $8,960 minus $5,600 (10 percent of total 
compensation of $56,000 for such years) di-
vided by 6 (the number of such years in 
which S was a participant in the plan). Thus, 
in determining the numerator of the defined 

contribution plan fraction applicable to S, 
because S was a participant in the plan for 6 
limitation years beginning before January 1, 
1976, the total amount of employee contribu-
tions that must be taken into account as an-
nual additions for such limitation years is 
$3,360 ($560×6). For limitation years begin-
ning after January 1, 1976, S made contribu-
tions of $1,760 (for limitation year 1976), 
$1,920 (for limitation year 1977) and $1,920 (for 
limitation year 1978, the current limitation 
year). The amount of annual additions at-
tributable to such contributions under sec-
tion 415(c)(2)(B) is $880 (for limitation year 
1976), $960 (for limitation year 1977) and $960 
(for the current limitation year), for a total 
of $2,800. Thus, the defined contribution plan 
fraction applicable to S for the current limi-
tation year is

$3, $2, $11,

$28,

$17,

$28,

360 800 400

500

560

500
62

+ + = =  or 62 percent

Because the sum (137 percent) of the defined 
benefit plan fraction (75 percent) and the de-
fined contribution plan fraction (62 percent) 
applicable to S for the current limitation 
year does not exceed 140 percent, the limita-
tions of section 415(e) and this section are 
not exceeded.

Example (3). (i) A is an employee of M Cor-
poration and is a participant in both the 
noncontributory defined benefit plan and 
noncontributory defined contribution plan 
maintained by the corporation. A became an 
employee of M on January 1, 1969 and imme-
diately became a participant in both plans. 
M uses the calendar year as the limitation 
year for both plans. The current limitation 
year is 1978. A’s compensation (as defined in 
§ 1.415–2(d)) from M is as follows:

Limitation year Compensation 

1969 ............................................................... $100,000
1970 ............................................................... 120,000
1971 ............................................................... 130,000
1972 ............................................................... 160,000
1973 ............................................................... 200,000
1974 ............................................................... 240,000
1975 ............................................................... 280,000
1976 ............................................................... 320,000
1977 ............................................................... 400,000
1978 ............................................................... 460,000

(ii) A is a participant described in section 
2004(d)(2) of the Employee Retirement In-
come Security Act of 1974. A’s projected an-
nual benefit (as defined in paragraph (b)(3) of 
this section) as of the close of the current 
limitation year under the terms of the de-
fined benefit plan is $100,000. The defined 
benefit dollar limitation (as described in sec-
tion 415(b)(1)(A)) applicable to A for the cur-

rent limitation year is $90,150. Absent the 
provisions of paragraph (b)(2) of this section, 
the defined benefit plan fraction applicable 
to A for the current limitation year would be 
1.11 or 111 percent. However, under the provi-
sions of paragraph (b)(2) of this section, for 
purposes of computing the overall 1.4 limita-
tion imposed by section 415(e) and this sec-
tion applicable to A for the current limita-
tion year and all future limitation years, A’s 
defined benefit plan fraction is considered to 
equal 1.0 or 100 percent. 

(iii) A’s defined contribution dollar limita-
tion (as described in section 415(c)(1)(A)) for 
the current limitation year is $30,050. For 
the 9 limitation years ending before January 
1, 1978, the maximum amount of annual addi-
tions which could have been allocated to A’s 
account under the defined contribution plan 
is $230,000 ($25,000 × 7, plus $26,825 (adjusted 
figure for 1976) and $28,175 (adjusted figure 
for 1977)). Assume that annual additions to-
taling $60,000 ($10,000 of this amount being 
attributable to the current limitation year) 
have been allocated to A’s account as of the 
close of the current limitation year. A’s de-
fined contribution plan fraction computed as 
of the end of the current limitation year is 
.23 or 23 percent

$60,

$230, $30,

000

000 050+
= 23 or 23 percent

Because the sum (123 percent) of the defined 
benefit plan fraction (1.0 or 100 percent) and 
the defined contribution plan fraction (.23 or 
23 percent) for the current limitation year 

VerDate Jan<31>2003 08:35 Apr 11, 2003 Jkt 200085 PO 00000 Frm 00799 Fmt 8010 Sfmt 8003 Y:\SGML\200085T.XXX 200085T E
C

14
N

O
91

.1
63

<
/M

A
T

H
>

E
C

14
N

O
91

.1
64

<
/M

A
T

H
>



800

26 CFR Ch. I (4–1–03 Edition)§ 1.415–7

does not exceed 1.4 or 140 percent, the limita-
tions of section 415(e) and this section are 
not violated.

Example (4). (i) J is an employee of M Cor-
poration and is the only participant in the 
defined contribution plan maintained by the 
corporation. M uses the calendar year as the 
limitation year for the plan. The current 
limitation year is 1980. For all limitation 
years prior to 1980, the maximum allowable 
contribution was made to the plan. Thus, J’s 
defined contribution plan fraction as of the 
end of 1979 is 1.0 or 100 percent. In 1980, before 
any contributions had been made to the de-
fined contribution plan, the defined con-
tribution plan is converted into a defined 
benefit plan. The defined benefit plan pro-
vides a benefit in the form of a straight life 
annuity equal to 50% of a participant’s com-
pensation for the high 3 years of service, but 
not less than the amount purchasable by J’s 
account balance. J’s average compensation 
for the high 3 years is $50,000. 

(ii) As a result of the conversion of the de-
fined contribution plan into the defined ben-
efit plan, J becomes subject to the 1.4 limita-
tion of section 415(e) and this section because 
he has at one time participated in a defined 
contribution plan and has at one time par-
ticipated in a defined benefit plan main-
tained by M. Although the defined contribu-
tion plan is no longer in existence, J must 
still take the defined contribution plan frac-
tion into account. A defined contribution 
plan fraction must continue to be taken into 
account regardless of whether the plan has 
been converted into another plan or whether 
the plan is terminated and distributions are 
made to participants. 

(iii) Even though J is subject to the limita-
tions of section 415(e) and this section, in 
computing the defined benefit plan fraction, 
the special rule set forth in § 1.415–3(b)(1)(iv) 
is applicable based on the facts of this exam-
ple. That rule provides that when there is a 
transfer of assets or liabilities from one 
qualified plan to another, the annual benefit 
attributable to the assets transferred does 
not have to be taken into account by the 
transferee plan in applying the limitations 
of section 415. (For purposes of section 415, a 
conversion of a defined contribution plan 
into a defined benefit plan is considered such 
a transfer.) Assume that one-half of J’s an-
nual benefit under the defined benefit plan is 
attributable to the assets transferred from 
the defined contribution plan. This means 
that by applying the special rule set forth in 
§ 1.415–3(b)(1)(iv), only one-half of J’s pro-
jected annual benefit must be taken into ac-
count in computing J’s defined benefit plan 
fraction. Accordingly, because J’s defined 
benefit plan fraction is only 25 percent (1⁄2 of 
50% of high 3 years of compensation ($12,500) 
divided by 100% of high 3 years of compensa-
tion ($50,000)) and not 50 percent (which 
would have been the case absent the special 

rule of § 1.415–3(b)(1)(iv), the 140 percent limi-
tation of section 415(e) and this section is 
not violated.

(f) Special rules where records are not 
available for past periods—(1) In general. 
The rules described in paragraph (f) (2) 
and (3) of this section apply only if the 
plan is unable to compute the defined 
contribution plan fraction because of 
the unavailability of records with re-
spect to limitation years ending before 
the first limitation year to which sec-
tion 415 applies to the plan. 

(2) Defined contribution plan fraction 
for first limitation year to which section 
415 applies to a plan. For purposes of 
paragraph (c) of this section, the de-
fined contribution plan fraction for the 
first limitation year to which section 
415 and this section apply to a plan 
equals the following fraction: 

(i) The numerator of the fraction is 
the sum of the participant’s account 
balance as of the valuation date under 
the plan immediately preceding No-
vember 2, 1975, plus any additions to 
the participant’s account made subse-
quent to that valuation date and 
through the end of the first limitation 
year to which section 415 applies to the 
plan. In determining the participant’s 
account balance as of the valuation 
date under the plan immediately pre-
ceding November 2, 1975, for purposes of 
this subdivision, one-half of all em-
ployee contributions (whether vol-
untary or mandatory) are not taken 
into account. 

(ii) The denominator of the fraction 
is the sum of the maximum allowable 
annual additions under section 415(c) 
and § 1.415–6 for each limitation year, 
including the first limitation year to 
which section 415 applies to the plan, in 
which the participant had a year of 
service with the employer (see § 1.415–
3(g)(1) for rules relating to the deter-
mination of a year of service). In deter-
mining the maximum allowable annual 
additions for purposes of this subdivi-
sion, the compensation limitation (as 
described in section 415(c)(1)(B)) taken 
into account for all of such limitation 
years is the applicable compensation 
limitation for the first limitation year 
to which section 415 applies to the plan 
and the dollar limitation taken into 
account for each such limitation year 
is the dollar limitation described in 
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